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IBRD Loan to Ecuador 


The International Bank for Reconstruction and Devel- 
opment on March 29 made a loan of $5 million for the 
expansion of electric power in Ecuador. The loan, which 
is guaranteed by the Government of Ecuador, is for 20 
years with interest of 454 per cent, including the statu- 
tory commission of 1 per cent. Amortization will begin 
August 1, 1959. The Bank of America N.T. & S.A. is 
participating in the loan, without the World Bank’s guar- 
antee, to the extent of $197,000, representing the first 
two maturities which fall due on August 1, 1959 and 
February 1, 1960. 


The loan was made to the Empresa Electrica Quito, 
S.A., a corporation which is the sole supplier of power to 
the Quito area, and will help to finance hydroelectric and 
thermal power projects which will nearly triple the supply 
of power to Quito. The projects consist of a new 3,000- 
kilowatt thermal power plant to be built in Quito, a 
14,480-kilowatt hydroelectric plant to be constructed at 
Cunucyacu on the San Pedro River, about 6 miles south- 


Europe 


EPU Settlements in February 1956 


The total of settlements carried out through the Euro- 
pean Payments Union in February 1956 amounted to 63.4 
(one unit of account—US$1), 
compared with 105.8 million units in January 1956 and 


million units of account 


Net Deficit (—) or Surplus (+) in EPU 
(in millions of units of account) 


Dec. 
1955 


Jan. 

1956 

Creditor Countries 
Germany, Fed. Rep. 
Belgium-Luxembourg + 13.2 +34.4 
Netherlands +13.3 +10.9 
Switzerland ~6.7 -7.4 
Sweden +3.0 -8.2 
Austria -2.1 -1.3 


+ 49.9 + 52.4 


Debtor Countries 
Iceland 
Portugal 


—0.4 -—0.3 
—3.2 —5.6 
Turkey +3.4 3.4 
Denmark +3.6 +8.0 
France -~6.6 —55.5 
Norway -9.6 +0.1 
Italy 36.6 -11.6 
United Kingdom 30.9 ~10.3 
Greece (quota blocked) +10.1 -2.1 


east of Quito, and a 1514-mile transmission line to bring 
1,500 kilowatts of power from ‘the nearby town of 
Machachi. In addition, the older of the two existing dis- 
tribution systems will be replaced and the other system 
will be improved and expanded. 

The total cost of the projects is estimated at the equiv- 
alent of about $9 million; the foreign exchange compo- 
nent of $5 million will be financed by the Bank’s loan. 
The loan will pay for the importation of such equipment 
as generators, switchgear, transformers, cables, and 
transmission towers. 

This is the Bank’s second loan in Ecuador, bringing the 
total of lending there to $13.5 million. The earlier loan 
was $8.5 million to the Comite Ejecutivo de Vialidad for 
a highway construction program in Guayas Province. 
Source: International Bank for Reconstruction and De- 


velopment, Press Release, Washington, D.C., 
March 29, 1956. 


86.4 million units in December 1955. The decrease in 
February was due mainly to the reduction of the French 
deficit from 55.5 million units in January to 8.7 million 
units in February 1956. As in the previous month, France 
settled her EPU deficit fully in gold. 

The net surpluses or deficits of the member countries 
for December 1955 and January and February 1956 are 
given in the accompanying table. Creditor countries are 
presented in descending order, and debtor countries in 
ascending order, of their cumulative accounting positions 
at the end of February 1956. 


Source: Neue Ziircher 


March 17, 1956. 


Zeitung, Ziirich, Switzerland, 


Coal Prices in the ECCS 


On March 21, 1956, the High Authority of the Euro- 
pean Community for Coal and Steel decided to abolish, 
as of April 1, the maximum prices of coal it had set in 
Germany and France. Belgian coal prices remain fixed 
by the High Authority; those in other participating coun- 
tries were already free. As a result of this decision Ger- 
man coal prices are expected to rise by DM 2 per ton, if 
the High Authority authorizes a proposed tax relief for 
the Ruhr mines, or otherwise by DM 6. Coal prices are 
also expected to rise in France, but more slowly than in 
Germany. 
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Before taking its decision the High Authority had asked 
the advice of the Council of Ministers of the ECCS, which 
was, however, unable to reach an agreed conclusion. The 
Ministers of the Federal Republic of Germany and of 
Luxembourg were for the suppression of price control, 
while those of France, Italy, and the Netherlands were for 
its maintenance. 

Source: La Libre Belgique, Brussels, Belgium, March 22, 
1956. 


Exchange Rate for Security Sterling 


The exchange rate for switch or security sterling rose 
during March from $2.73 to $2.7714, a movement which 
made this rate very nearly equivalent to the transferable 
sterling rate. According to the Economist, the movement 
was the result of highly selective U.S. buying of sterling 
securities, including Borax, Bowater, and oil and copper 
shares. Continental purchases of copper and gold shares 
were also a factor in the situation. As a result of this 
trend, the premium that British residents pay for the 
privilege of buying dollar stocks has diminished from 
3 per cent to 1 per cent. 

Source: The Economist, London, England, March 24, 
1956. 


Wages in the Netherlands 


Since October 1954 (when a 6 per cent wage increase 
was authorized—see this News Survey, Vol. VII, p. 135) 
the level of controlled wages in the Netherlands has re- 
mained unchanged except that in September 1955 indus- 
tries which could afford to do so without increasing their 
prices were authorized to raise workers’ fringe benefits by 
a maximum of 3 per cent of the annual wage. 

Negotiations within the Foundation of Labor, a joint 
advisory council of employers and labor organizations, 
on the wage policy to be followed by the Government in 
1956 began in late 1955 and finally led to a proposal in 
March. The Government has endorsed this proposal and 
authorized employers and unions to negotiate a retroac- 
tive wage bonus for 1955, provided that the bonus can be 
paid out of profits and does not lead to increases in 
prices. For the Netherlands economy as a whole, the 
bonus is estimated at some f. 300 million (US$79 mil- 
lion). Employers and unions are also authorized, when 
renewing collective contracts in 1956, to negotiate wage 
increases not exceeding 6 per cent, but only increases up 
to 3 per cent may be passed on in the form of higher 
prices and then only after government consent has been 
obtained. 

In promulgating these decisions, the Government 
stressed its determination not to let increases in wages 
and other benefits endanger the success of its price sta- 
bilization policies. 

Source: Nieuwe Rotterdamse Courant, Rotterdam, Neth- 
erlands, March 20, 1956. 
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Danish Customs Duties on Textiles 


Denmark has abolished its scheme under which im- 
ports of textiles from OEEC and certain other countries 
were free provided certain advance deposits were made 
with the central bank. The deposits varied between 30 
and 45 per cent of the import value and were refunded 
after 12 months. Parliament has increased customs 
duties on textiles; they have now been included among 
goods liberalized under the OEEC liberalization scheme, 
thus raising Denmark’s percentage of liberalization from 
78 to about 85. 

Source: Meddelelser fra Direktoratet for Vareforsyning, 
Copenhagen, Denmark, March 26, 1956. 


Reduction of Norway's Consumer Goods Subsidies 


Effective March 19, the Norwegian Government abol- 
ished the subsidies on coffee, sugar, and raw materials 
for margarine production, and reduced the subsidy on 
flour. The total reduction is estimated at NKr 135 million 
annually. The consequent increase in consumer prices 
for these products ranges from 8.6 per cent for sugar to 
21 per cent for margarine. These price increases will 
raise the cost of living index by 1.2 per cent. 

Source: Norges Handels og Sj¢fartstidende, Oslo, Nor- 
way, March 20, 1956. 


Settlement of Finnish Strike 


A general strike which crippled the Finnish economy 
for 19 days was settled on March 19. The cause of the 
strike was an increase in agricultural prices, for which 
the workers demanded compensation, which was granted 
by a wage increase of Fmk 12 per hour, or 6 per cent. 
In addition, the employers demanded that wages in the 
expiring wage agreements should also be settled; while 
the trade unions had demanded that the new agreements 
should grant an additional wage increase of 6-10 per cent, 
settlement was reached on an average increase of 3 per 
cent. 

In order to offset some of the higher wage costs, the 
Government has announced that the tax paid by enter- 
prises, which is earmarked for children’s allowances, will 
be lowered from 4 per cent to 3 per cent of the wage bill. 
Furthermore, it will propose to Parliament a reduction 
of corporate income tax from 38 per cent to 32 per cent 
and of the property tax from 1 per cent to 0.8 per cent. 
Source: Svenska Dagbladet, Stockholm, Sweden, 

March 21, 1956. 


West German Credii Restrictions 


The West German Central Bank Council decided on 
March 21 no longer to accept for rediscount any bills for 
installment credits, with the exception of those used for 
financing purchases of agricultural machinery. Previous- 
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ly, Land central banks had purchased only those install- 
ment credit bills which were used to finance purchases of 
durable goods or where the down payment amounted to 
at least 40 per cent and the period for repayment did 
not exceed 24 months. 

The Central Bank Council is reported to have taken 
this step because installment credit institutions had in- 
creased their lending considerably in recent months. It 
is not believed, however, that the decision will directly 
affect the development of installment credit business as a 
whole, as the institutions specializing in this business ob- 
tain most of their funds not from the central banking 
system but from commercial and savings banks and in- 
surance companies. 


Source: Handelsblatt, Diisseldorf, Germany, March 23, 
1956. 


West Germany's Open Market Policy 


The arrangement empowering the Bank deutscher 
Lander to influence bank liquidity by open market opera- 
tions has been prolonged beyond March 31, when it was 
due to expire. The Bank deutscher Lander will therefore 
retain the power to exchange equalization claims, to an 
amount not exceeding DM 2 billion, for money market 
securities which it may use in implementation of its 
open market policy. 

Source: Handelsblati, Diisseldorf, Germany, March 14, 
1956, 


Middle East 


Financing Development in Egypt 

The Egyptian Government has decided to float a loan 
of LE 25 million to meet the cost of development proj- 
ects. Public subscription will begin April 1, 1956. The 
loan will be in two parts, the first for LE 5 million being 
for 5 years at an annual rate of interest of 2.5 per cent 
and the second a 17-year loan for LE 20 million at 3.5 
per cent annually. The Government reserves the right to 
redeem the long-term loan after 15 years. Redemption 
will be in full or in part at par by ballot. Interest is pay- 
able in two equal half-yearly installments. Capital and 
interest of both loans will be exempt from all direct or 
indirect present and future taxes except death duties. 

In an explanatory note, the Minister of Finance 
pointed out the reasons why the Government preferred 
to float the new loan rather than increase existing taxes 
or borrow from the central bank. Levying new taxes 
would penalize the present generation unduly for projects 
the benefits of which will be derived mainly by future 
generations, and borrowing from the central bank might 
result in inflation. 

In December 1954, the Egyptian Government floated 
three loans totaling LE 25 million to finance economic 
development. The Minister of Finance has indicated that 
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since June 1952 about LE 62 million has been spent on 
various projects. In financing these projects, use has 
been made of the proceeds from the revaluation of gold 
reserves (LE 11.8 million), of the December 1954 loans 
(LE 25 million), and of part of the LE 28 million worth 
of Treasury bills issued up to the end of February 1956. 
The Minister stated that the use of Treasury bills was 
only a temporary measure and that the Government in- 
tends to use the proceeds of the new loans to replace at 
least part of the outstanding Treasury bills. 


Sources: Al Ahram, March 15, 1956, and Egyptian News 
Agency, Mena, March 16, 1956, Cairo, Egypt. 


Economic Development in Saudi Arabia 


Construction of the Hofuf-Riyadh extension of the 
Damman-Riyadh railroad is to start in the near future, 
and will considerably improve the supply line to central 
Arabia. The projected extension is expected to reduce the 
cost of transport of a ton of merchandise from the coast 
to Riyadh, which by caravan is 500 Saudi riyals, to 37 
riyals. The bid deadline for tenders for the Riyadh- 
Medina-Jidda railway has been extended to August 12. 
With the completion of these two projects, an east-west 
railroad connection will be established. 

The Saudi Ministry of Agriculture is negotiating with 
a U.S. engineering firm for a one-year contract for a 
geological survey to locate possible water resources. 

The Jidda Electric Company has started the operation 
of the five 6,000-kilowatt turbine generators with which 
its plant is equipped. The Badanh Electric and Water 
Company has been formed to supply the Badanh area with 
electricity and water. 

The Al-Hajiri Importing Company of Jidda has an- 
nounced that it is planning the manufacture of oxygen, 
acetylene, carbon dioxide, and dry ice in the industrial 
quarter of Al-Khobar. Machinery and equipment have 
been imported from Germany. 

Source: Middle East Economist and Financial Service, 
Forest Hills, N.Y., March 1956. 


Iranian Ordinary Government Budgets 


Iranian Government expenditures during the year 
ended March 20, 1955 amounted to Rls 13.4 billion, 
financed to the extent of Ris 10 billion by budgetary 
receipts and for the remainder by U.S. financial aid and 
other sources. As in other recent years, the 1954-55 
budget was not approved by Parliament, but all govern- 
ment expenditures were ratified in monthly installments. 

Parliament has ratified the 1955-56 budget, which esti- 
mates receipts at Rls 12.1 billion and expenditures at 
Ris 14.8 billion. This is the first time in recent years that 
Parliament has ratified an annual budget. 

Source: Middle East Economist and Financial Service, 


Forest Hills, N.Y., March 1956. 





Far East 
Lite Insurance in India 


The Government of India has agreed to allow the 
foreign life insurance companies which were nationalized 
recently to transfer to their head offices sterling and other 
foreign currency policies issued to non-Indians (see this 
News Survey, Vol. VIII, p. 255). These policies repre- 
sent 15 to 20 per cent of the business of these companies 
in India. The main companies affected by the decision 
are British and Canadian. 


Referring to the claim by the foreign life insurance 
companies that they should be permitted to repatriate 
assets which are not required to meet liabilities to policy 
holders in India, the Finance Minister said that the Gov- 
ernment of India would retain out of the funds of these 
companies an amount sufficient to provide ample security 
to their policy holders, including provision for future 
bonuses at a generous rate. It is proposed to permit the 
transfer to head offices abroad of any excess assets after 
calculating liabilities on this basis. After excluding these 
excess assets, the foreign companies will be eligible for 
compensation on the same basis as Indian life insurance 
companies. 

Source: The Financial Times, London, England, 
March 20, 1956. 


indo-China’s Exchange Rates in Hong Kong 


In the free market in Hong Kong the currency of Laos, 
the kip, is quoted at a somewhat higher figure than the 
currencies of Vietnam or Cambodia. Conversion at the 
official tate for the Hong Kong dollar gives a French 
franc equivalent of 5.17 for the kip and of 4.26 for the 
Vietnam piastre and the Cambodian riel. This strength 
is attributed to demand from speculators who expect to 
profit from the traffic in import licenses and the weak 
customs control in Laos. 

Source: Marchés Coloniaux du Monde, Paris. France, 
March 10, 1956. 


Revision of Taiwan's Rules on Foreign Exchange Deposits 


For the convenience of the increasing number of alien 
residents in Taiwan as well as of overseas Chinese who 
desire to have funds deposited in Taiwan banks, the Min- 
istry of Finance has revised the 1950 rules governing 
deposits in foreign exchange. Those who have received 
remittances from abroad or have foreign drafts on hand 
will now be permitted to make deposits in foreign cur- 
rency at the- Bank of Taiwan. For the time being, how- 
ever, these foreign currency deposit accounts will be 
limited to U.S. and Hong Kong dollars. All other foreign 
currencies must be converted into either U.S. or Hong 
Kong dollars before being deposited with the Bank of 
Taiwan. 
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Any foreign currency depositor may send abroad by 
cable or by mail the money he has on deposit. However, 
free U.S. dollars sent to Taiwan from the United States 
may not be transferred to Hong Kong. In withdrawing 
foreign currency deposited in the Bank of Taiwan for 
local use, a depositor is required to sell the foreign ex- 
change to the Bank of Taiwan at the prevailing bank 
buying rate in terms of Taiwan currency. A negotiable 
foreign exchange certificate will be issued to the seller. 
Two kinds of foreign exchange deposit will be maintained 
by the Bank of Taiwan. No interest will be paid to de- 
positors of the current-deposit type. Fixed-deposit ac- 
counts will be allowed interest of 1 per cent per annum 
for a six-month deposit and 11% per cent per annum for 
periods of one year or longer. 

Source: Chinese News Service, Press Release, New York, 
N.Y., March 6, 1956. 


Japan's Iron and Steel Exports 


According to an announcement by the Japan Iron and 
Steel Federation, the total amount of the overseas ship- 
ments of Japanese iron and steel products during 1955, 
2,099,000 tons valued at $275 million, established a new 
postwar record. The corresponding figures for the pre- 
vious two years were 1953, 866,000 tons valued at $143 
million, and 1954, 1,253,000 tons valued at $177 million. 
The chief items in 1955 were ordinary steel, 1,015,000 
tons; semifinished products, 366,000 tons; galvanized 
sheets, 281,000 tons; and secondary products, 248,000 
tons. Important buying countries were Argentina, 562,000 
tons; India, 296,000 tons; Australia, 128,000 tons; and 
the United States, 127,000 tons. 

Export contracts concluded during February 1956 
amounted to 159,000 tons valued at $26 million, which, 
because of large contracts for 50,000 tons of rails for 
India and of 20,000 tons of steel plates for Spain, ex- 
ceeded the January figures by about 40 per cent in quan- 
tity and 36 per cent in value. 

Sources: The Nippon Times, March 13, 1956, and Bank 
of Tokyo, Weekly Review of Economic Affairs 
in Japan, March 17, 1956, Tokyo, Japan. 


Indonesian Stabilization Policy 


In an address to the Indonesian Economic Association, 
Dr. Sumitro, the Indonesian Minister of Finance, stated 
that instead of relying on a policy exclusively concen- 
trated on quantitative import restrictions, the Harahap 
Government, which had come into office in August 1955, 
based its policy on the view that economic and monetary 
discrepancies were in essence a reflection of budgetary 
and fiscal imbalance, of an excessive velocity of money 
circulation, and of impediments to the regular flow of 
goods, It aimed, therefore, at slowing down the velocity 
of circulation by monetary contraction and accelerating 
the flow of goods by changes in the administrative system 
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and procedures in regard to imports. The immediate 
objective was to bring about a fall of prices and an 
expansion of imports and exports which would be helpful 
to the budgetary and fiscal situation. Devaluation was 
rejected as unlikely within a short time to increase the 
output of export commodities. It would also have caused 
a further rise in the prices of basic commodities and done 
harm to Indonesia’s terms of trade. The system of auc- 
tioning foreign exchange was also rejected on the ground 
that the financially strong importers and traders who 
would be able to obtain foreign exchange would either 
hoard the goods they were able to import or include the 
high costs they would have to incur in the prices charged 
to consumers. 

Sweeping changes were first made in import and mone- 
tary policy. These were regarded as providing a breath- 
ing space for the Government to organize itself in terms 
of the budget and in its production policies. Quantitative 
import restrictions were abandoned, policy being di- 
rected rather toward cost restrictions based on the view 
that a large part of the windfall profits formerly accruing 
to importers and speculators should go to the Treasury. 
All regulations concerning barter, parallel transactions, 
compensation transactions, and imports free of foreign 
exchange were abolished. Duly registered importers 
were required to submit applications for foreign exchange 
to a licensed bank, the importer dealing only with his 
bank, while the bank dealt with the Bureau for Foreign 
Exchange and Trade. The operations of the Bureau were 
depersonalized to a great extent, so that the possibility 
of corruption and malpractices was greatly reduced, and 
the period for processing an application substantially 
shortened. National importers were required to make a 
prepayment of the countervalue of foreign exchange 
requested at the time of filing an application, instead of, 
as previously, at the time when licenses were granted. 
Foreign importing firms were required to make a mini- 
mum prepayment of Rp 5 million as a bank deposit 
before making applications. These prepayments are 
transmitted weekly to the Bank Indonesia to the credit 
of the Foreign Exchange Fund. Importers were no longer 
tied to specified import lines. 

These changes established a healthier competitive sit- 
uation for national importers. They discouraged applica- 
tions from “brief case” importers, i.e., importers who 
had nothing but brief cases to represent their organiza- 
tion or office, and the system of prepayments reduced the 
velocity of circulation. In association with these meas- 
ures all import prices fell, and traders began to sell part 
of their hoarded inventories. The price of gold in the 
free market fell sharply, and there were similar move- 
ments in exchange rates. The Government’s current debt 
to the Bank Indonesia fell from Rp 5.8 billion on 
July 1 to Rp 4.2 billion in December, and the supply of 
money (currency and deposits), which had risen from 
Rp 7.6 billion at the beginning of 1954 to Rp 12.6 billion 
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on July 31, 1955, had fallen by the first week of Decem- 
ber to Rp 9.5 billion. Imports were expanded without 
any further drain on gold and foreign exchange re- 
serves, which rose from Rp 1,473 million at the end of 
July to Rp 2,135 million at the end of November. 


At the same time, the Government imposed strong con- 
trols on the expenditures of ministries and government 
departments, and the budget deficit for the year was 
reduced from the estimate of Rp 3-3.5 billion to about 
Rp 1.6 billion. The budget is still the most important 
factor in determining the future course of the Indonesian 
economy. The deficit for 1956 is estimated at Rp 1 bil- 
lion, the effects of which will be controllable provided 
that controls on public finance and its impact on the 
monetary and economic sector are rigidly maintained. 
Dr. Sumitro stated that 


shown economic stability and monetary equilibrium to be 


Indonesia’s experience had 


a conditio sine qua non for economic development. Eco- 
nomic stability, monetary equilibrium, and economic de- 


velopment are three aspects of one basic issue. 


Source: Ekonomi dan Keuangan Indonesia, Djakarta, 


Indonesia, January 1956. 


United States and Canada 


U.S. Import Quotas on Dairy Products 


President Eisenhower announced on March 21 that the 
proclamation limiting imports of certain manufactured 
dairy products could not be amended, without a full 
scale investigation under Section 22 of the Agricultural 
Adjustment Act, to include certain cheese imports not 
now considered subject to the terms of the proclamation. 
The Department of Agriculture has viewed certain Italian- 
type cheeses as indistinguishable from those admittedly 
covered by the proclamation of June 1953—which estab- 
lished annual import quotas for certain manufactured 
dairy products—and sought to have such importations 
brought within the purview of the proclamation. The 
majority of the Tariff Commission, however, concluded in 
July 1955 that the suggested amendment of the procla- 
mation should be the subject of a new, full-scale investi- 
gation, and the President has concurred with this view. 
Source: The White House, Press Release, Washington, 

D.C., March 21, 1956. 


Canadian Gold Transactions Freed 


The Canadian Government has removed all restrictions 
on gold transactions in Canada. Both residents and non- 
residents are now free to acquire gold for export or safe- 
keeping and export licenses for gold are no longer re- 
quired. As a result, gold mines may now sell their output 
in any market; since producers selling on the free market 
become ineligible for subsidy under the Emergency Gold 
Mining Assistance Act, however, it is not believed that 
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there will be any substantial change in existing marketing 
arrangements unless the free price of gold should rise 
sufficiently to compensate for loss of the subsidy. Ac- 
cording to some reports a domestic market in gold bullion 
and specie may be expected to develop, which might 
divert Far Eastern business from the London market. In 
addition, Canadian banks are now in a position to offer 
safekeeping facilities for individual holders; hitherto, 
private holdings have been refused export licenses in line 
with a ruling adopted in 1948 to reinforce the Interna- 
tional Monetary Fund’s policy of discouraging the private 
hoarding of gold. The recent measure is described as 
reflecting improved world monetary conditions, and also 
marks a final step in the removal of exchange restrictions 
in Canada. 
Sources: The Journal of Commerce, New York, N. Y., 
March 22, 1956; The Financial Post, Toronto, 
Canada, March 24, 1956. 


Canadian Balance of Payments in 1955 


During 1955 Canada incurred a balance of payments 
deficit on current account of $665 million, against $431 
million in 1954. Net invisible payments increased moder- 
ately, but most of the increase was due to a widening of 
the trade deficit; imports, reflecting the rising level of 
domestic activity, rose by 15 per cent over the year, to 
$4,520 million, while exports, stimulated by strong U. S. 
and European demand for industrial materials, rose by 
10 per cent, to $4,335 million. The whole of the deterio- 
ration, moreover, took place during the second half of 
the year; during the first half the current deficit was 
slightly less than in 1954, but there were increases of 
$105 million in the third quarter and $173 million in the 
fourth. This was contrary to the normal seasonal experi- 
ence of an export surplus during the second half of the 
year. The rise in the deficit was also accompanied by 
an increase in the bilateral deficit with the United States, 
which was the source of most of the additional imports. 
At the same time the surplus with overseas countries 
narrowed slightly, an increase in the surplus with the 
sterling area being offset by a reduction in the surplus 
with the OEEC countries and the development of a deficit 
with the rest of the world. 


The long-term capital inflow showed a tendency to 
slacken in 1955. Direct investment receipts were at a 
rate of $350 million, which was only slightly lower than 
in 1954, although the U. S. component was appreciably 
reduced while overseas receipts increased. Redemptions 
of securities held abroad, however, were in excess of new 
issues for the first time in several years, and there was 
a heavy liquidation of nonresident holdings of outstanding 
bonds; both of these resulted from a narrowing of the 
interest rate spread between Canada and the United States 
and were reversed as the differential increased in the 
fourth quarter. Nonresident purchases of Canadian stocks, 
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moreover, were at record levels, especially during the first 
half of the year. Short-term capital movements, in con- 
trast, led to substantial inflows; nonresident holdings of 
Canadian dollars increased and at the same time there 
was a reduction in Canadian holdings of foreign exchange 
and a significant increase in commercial indebtedness to 
foreigners. On balance the increase in short-term receipts 
more than offset the slackening in the long-term flow, and 
private capital rectipts were $552 million, some $69 
million higher than in 1954, As a result of these changes 
official reserves of gold and foreign exchange fell slightly, 
by $48 million, and the exchange rate fell from a high 
of Can$1.00 = US$1.037 in January to a low of US$0.999 


in November. 


Source: Dominion Bureau of Statistics, Quarterly Esti- 
mates of the Canadian Balance of International 
Payments, Fourth Quarter 1955, and Prelimin- 
ary Estimates, Calendar Year 1955, Ottawa, 
Canada. 


Latin America 


Major Changes in Mexican Income Tax Law 


Two important changes have been made in the Mexican 
income tax law, affecting both tax rates and the method of 
computing taxable income, After January 1, 1956, income 
from commerce and industry will be subject to propor- 
tional and progressive tax rates as high as 39 per cent 
instead of the former maximum of 33 per cent. A new 
ceiling has been placed on excess profits of invested 
capital, which may not, under any circumstances, exceed 
10 per cent of the amount of net taxable excess profits 
income, Previously, any net taxable excess profits which 
were greater than 15 per cent of invested capital were 
subject to a tax of up to 25 per cent. 

Business organizations were permitted under the 1954 
law to compute invested capital for purposes of excess 
profits tax as 60 per cent of the assets on their books at 
the beginning of the tax year. This percentage has now 
been lowered to 40 per cent, and certain deductions in 
the computation of the 15 per cent “distributable profits” 
tax have also been abolished. 


Source: Department of Commerce, Foreign Commerce 


Weekly, Washington, D. C., March 12, 1956. 


industrial Development of EI Salvador 


Substantial progress has been achieved in the industrial 
development of El Salvador since the enactment of the 
Processing Industries Development Law in 1952. This 
legislation provides for certain tax benefits and the free 
importation of capital goods for new industries, in ac- 
cordance with the Government’s policy of furthering in- 
dustrial development through private investment. Numer- 
ous new industries, ranging from cement to typewriter 
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ribbons, have been established, representing private in- 
vestment of about & 52 million ($21 million). Heavy 
investments (about & 12 million each) have been made 
in cement, sugar, and beer. Substantial investments have 
also been made in textile manufacturing (¢ 6 million), 
soluble coffee (Z 3 million), and building materials (over 
Z 1 million). 


Source: El Diario de Hoy, San Salvador, El Salvador, 
January 5, 1956. 


Other Countries 


Australian Gold Subsidy 


The total subsidy paid to Australian gold producers 
during the year 1954-55. under the Gold Mining. Industry 
Assistance Act amounted to only £A 97,000, but in the 
1955-56 budget £A 500,000 has been allowed for this 
purpose. The reason for the apparently substantial in- 
crease is that many claims relating to 1954-55 production 
were not lodged before June 30, 1955. 


As the subsidy scheme provided for by the Act was 
applicable only to the two years 1954-55 and 1955-56, 
Australia has recently obtained the approval of the Inter- 
national Monetary Fund for its extension for another 
three years commencing with the financial year 1956-57. 


Australian Wool Sales 


Wool auctions in Australia were canceled between Feb- 
ruary 6 and 15 because of the waterfront strike in that 
country which extended from January 23 to February 15. 
When sales were resumed prices rose slightly above those 
ruling in January, which had been the highest of the 
season. For the seven months ended January 1956, 2.33 
million bales realized £A 176.4 million at an average price 
of 59.89 Australian pence per pound, compared with 
£A 193.8 million realized in the same period last year 
for 2.15 million bales at an average price of 72.43 Aus- 
tralian pence per pound. 


In an assessment of the wool outlook in December 1955, 
the Australian Bureau of Agricultural Economics indi- 
cated that prices may have passed their low point and 
that they should remain firm or perhaps harden a little 
over the remainder of the season. 


Source: Bank of New South Wales, Wool Notes, Sydney, 
Australia, February 29, 1956. 


South African Budget and Economic Conditions 


In his budget speech to Parliament on March 15, 1956, 
the South African Minister of Finance estimated that the 
government accounts for the fiscal year ending March 31, 
1956 would show a surplus of £12 million on revenue 
account (after transfer of £15 million from the revenue 
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account to the loan account). The comparable original 
estimate in the budget speech of March 1955 was a sur- 
plus of £0.1 million on revenue account. In the budget 
for the fiscal year 1956-57, receipts on revenue account 
are expected to amount to £283.35 million (on the basis 
of existing taxation) and expenditures to £276.95 million 
(again including a £15 million transfer to the loan ac- 
count), leaving an estimated surplus of £6.40 million. 
However, proposed reductions in taxation will involve £5 
million, thus reducing the estimated surplus to £1.40 
million. The revenue account expenditures for 1956-57 
are £14.0 million more than the amount voted for 1955- 
56; this rise is due mainly to increased remuneration 
of public servants (£4 million), higher subsidies to the 
provinces (£2.96 million), increased cost of public debt 
service, caused largely by higher interest rates (£2.23 
million) , increased payments to pensioners ( £0.9 million), 
and the Government’s first annual contribution of £0.5 
million to the liability of £10.9 million for increased 
silicosis benefits, which the Government recently took 
over from the mines. Receipts on revenue account for 
1956-57 are estimated to yield £21.84 million more than 
the original estimates for 1955-56, while in addition, 
£1.50 million is expected from increased domestic postal, 
telegraph, and telephone charges in the new fiscal year. 
The Minister of Finance believed that there was room 
for certain tax concessions of a nature that would en- 
courage savings and production rather than increase 
consumption, and accordingly proposed (1) to raise the 
minimum annual income subject to supertax from £1,775 
to £2,300 (cost to the Treasury, £2.50 million), (2) to 
modify the gold mining tax formula (cost, £0.70 million) , 
(3) to permit “ultra deep” gold mines to write off, before 
incurring tax liability, 5 per cent of their share capital 
until they reach the production stage (this facility will 
be in addition to the existing provisions under which new 
gold mines can write off the whole of their capital ex- 
penditure before liability for taxation arises), and (4) to 
increase the ameunt which coal and base mineral mines 
are permitted to write off as working costs from £5,000 
to £20,000 on each item of mining machinery during the 
year of acquisition. Other concessions include the ex- 
emption of local industries from the undistributed profits 
tax on profits ploughed back for the purchase of machin- 
ery or plant (cost to the Treasury, £0.10 million), an 
increase in the income tax rebate for children from £12 
to £14 per dependent child under the age of 24 (cost, 
£0.70 million), and repeal of excise duties on sweets and 
retreaded tires (cost, £0.95 million). 

With reference to the gold mining tax formula, the 
Minister recalled that the old rate was imposed in 1951 
and had been justified by the increase in the price of gold 
as a result of devaluation. The advantages of devaluation 
had since been absorbed by the rise in production and 
other costs. According to the Financial Times, the rein- 
stitution of the rate which prevailed before 1951 means 
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that a mine making a profit of 4s. from a revenue of 40s. 
per ton of ore would be liable for a tax of 24 per cent, 
against 25.2 per cent under the formula which was ap- 
plied in 1951-55. 

Loan account expenditure in 1956-57 is estimated at 
£95.71 million, compared with £94.75 million voted for 
1955-56. (Actual loan expenditure in 1955-56 is expected 
not to exceed £80 million, mainly as a result of the delay 
in the delivery of railway equipment.) The loan account 
expenditure for 1956-57 includes a record amount of 
£42.86 million for railways, £6.83 million for irrigation, 
£3.38 million for forestry, and £10 million for housing. 
It is intended to cover this expenditure in part by the 
above-mentioned £15 million transfer from revenue ac- 
count, by £17 million in loan account revenues, £32 mil- 
lion in investments by the Public Debt Commissioners— 
a committee in charge of investment and management of 
all governmental trust and sinking fund moneys—a £6 
million drawing on the loan from the International Bank 
for Reconstruction and Development, and by using the 
1955-56 surpluses of £12 million and £9 million on rev- 
enue account and loan account, respectively. 

In reviewing the Union’s economic position, the Minis- 
ter emphasized the desirability of maintaining monetary 
stability. Because of an almost world-wide scarcity of 
capital, South Africa would have to rely more and more 
on domestic savings for the development of its resources, 
and future progress was, therefore, largely dependent upon 
confidence in monetary stability. domestic 
savings during recent years had already made the Union 
less dependent upon foreign funds for the financing of 
domestic capital formation. Total gross domestic savings 
had risen from £100 million in 1948 to almost £400 mil- 
lion in 1954, and their ratio to total investment had in- 
creased from 36 per cent to 90 per cent, although total 
investment increased from £278 million to £442 million 
over the same period, In view of the necessity for giving 
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the Reserve Bank stronger credit control powers, legisla- 
tion would be introduced to authorize the Reserve Bank 
to prescribe, when necessary, additional minimum reserve 
requirements for the commercial banks. (At present the 
banks are legally required to maintain with the Reserve 
Bank balances equaling 10 per cent of their demand 
deposits plus 3 per cent of their time deposits. ) 

South Africa’s balance of payments in 1955 showed a 
current account deficit of £28 million, compared with £30 
million in 1954 and £59 million in 1953. On capital 
account there was a net inflow of £8 million in 1955 
(1954, £74 million; 1953, £29 million). A gross inflow 
of private capital totaling perhaps £17 million in 1955 
was outweighed by a gross outward movement of private 
funds estimated at £20 million, which resulted in a net 
private capital outflow of £3 million. This outflow was 
considered as abnormal and was ascribed mainly to the 
sale of South African gold mining shares by British in- 


vestors. largely to South African buyers, which accounted 
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for an outflow of approximately £15 million, and to the 
differences between interest rates in London and the 
Union, which accounted for a capital outflow estimated 
at £5 million. 

The Minister of Finance again urged an increase in 
the price of gold on the lines of his plea at last year’s 
annual meeting of the International Monetary Fund. He 
expressed his concern about the present trend in modern 
monetary management, the state of “near” inflation, if 
not of actual inflation, in which the leading countries 
may continue to live, and the danger that an increase 
in the price of gold may be delayed until a depression 
forces the issue. 

Sources: Union of South Africa, Budget Speech, Pretoria, 
South Africa, March 15, 1956; The Financial 
Times, London, England, March 16, 1956. 


South African Gold Production 


South Africa’s gold output in January 1956 was 
1,235,992 fine ounces, compared with 1,227,300 fine 
ounces in December 1955. The increase was primarily 
the result of the introduction of a new producer, Free 
State Geduld Mines, with an output of 10,801 ounces. The 
output of other Orange Free State mines increased by 
2,848 ounces, but the output of Witwatersrand and mis- 
cellaneous producers was lower by 2,766 fine ounces and 
2,191 fine ounces, respectively. 

Source: The Standard Bank of South Africa Limited, 
The Standard Bank Review, London, England, 
March 1956. 


Fund Transactions 

The record of Exchange Transactions and Fund Hold- 
ings of Member Currencies published in /nternational 
Financial Statistics, April 1956, shows that in January 
1956 Finland repurchased from the Fund markkas equi- 
valent to $5.4 million. All the markkas with which Finland 
had purchased U.S. dollars from the Fund in 1952-53 
had already been repurchased at various dates in 1953-55. 
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